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SUMMARY 
The introductory part of this thesis identifies developments in world financial 
markets, and then focuses upon the financial crisis that afflicted East Asia and 
Thailand in particular. The crisis in Thailand that began in mid 1997 occurred due to a 
loss of intemational and domestic confidence in the Thai economy arising from the 
weakness of its financial sector. This in tum is attributed to madequate pmdential 
regulation that resulted in an excessive stock market boom and a real estate bubble, in 
which foreign loans were used to finance non-productive investment in land and 
properties. 
A dynamic macroeconomic model for the Thai economy was constmcted by 
emphasizing the impact aspect of the Thai crisis: namely the impact of a jump in the 
perceived financial risk in investing in the Thai economy; the impact of an increase of 
short-term flows in financing non-productive investments; and the impact of a 
collapse in aggregate supply resulting from financial and corporate sector 
insolvencies. In addition, government policy advocated by the IMF in response to the 
Thai financial crisis in the initial stage is explicitly analyzed and compared with the 
Radelet and Sachs (RS) policy approach. 
The major conclusion from the simulation results presented is that an 
exogenous shock arising from a temporary increase in the perceived risk of Thai 
financial assets during the onset of the crisis period, in conjunction with the collapse 
in aggregate supply as a result of financial and corporate sector insolvencies, can lead 
to a Severe temporary economic contraction both in domestic demand and supply. 
Implementing the IMF approach, by tightening monetary and fiscal policies in 
the initial stage of the crisis, could strengthen the real exchange rate in the short mn 
but at a potentially high cost. Such a policy contraction contributes to a more 
protracted decline in aggregate supply and private capital stock, the latter being 
detrimental for long-term economic growth and aggregate demand. 
Xl l l 
The IMF approach produces more favorable effects in terms of external 
developments (more stabilized exchange rate), while the RS approach brings about 
favourable effects upon domestic demand and supply. The simulation results suggest 
that adopting the RS approach is an appropriate policy option in the short-term, 
particularly in dealing with such a crisis in the early stage. The RS policy approach 
eases the crisis in its initial stages arising from the abmpt and severe contraction in 
domestic demand and supply, but it comes at the cost of the larger depreciation of the 
real exchange rate than that for the IMF approach. 
Restmcturing of the financial sector is important but needs a more 
comprehensive and well-thought-out financial restmcturing plan, otherwise it may 
lead to a more protracted contraction in economic activities. Encouraging long-term 
flows is also essential because they can generate a larger accumulation of private 
capital stock and a higher level of aggregate supply relative to short-term flows. 
